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With this report, we
initiate coverage of
Cincinnati Bell Inc. with
a Buy rating.

Salomon Brothers

Cincinnati Bell Inc. — More
than Just a Phone Company

Buy

® We have initiated coverage of Cincinnati Bell Inc. (CSN) with a
Buy rating. CSN, which has traditionally been a local phone
company, now earns nearly half of its operating income from its
faster growth billing and teleservices companies (Cincinnati Bell
Information Systems and MATRIXX Marketing Inc.).

® We expect CSN to benefit as its faster-growth customer care
businesses contribute an increasing percentage of earnings, and as
the phone company manages its expected market share losses
caused by the deregulation in its market. We expect both CBIS
and MATRIXX to continue to post strong growth as they take
advantage of the secular trend toward outsourcing and as they
benefit from the greater emphasis on marketing and customer
service in the increasingly deregulated communications
marketplace.

® While CSN is no longer the undiscovered value that it was a few
years ago, we believe it remains an undervalued asset which
offers the potential for significant upside over the next 12-18
months.

Figure 1. Cincinnati Bell Inc. — Statistical Abstract

Ticker/Exchange: CSN/NYSE Dividend: $0.40
Price (20 Nov): $27% Yield: 1.4%
52-Week Price Range: $34-$23 Book Value Per Share: $5.60
Investment Code: Buy Shares Qutstanding: 137.7 Million
Market Capitalization: $3.82 Billion
EPS P/E Rel. to
Current Previous P/E S&P 500
1996A $1.22 22.7x 0.97x
1997E 147 — 18.9 0.89
1998E 1.60 — 17.3 0.87

A Actual. E Salomon Brothers Inc estimate.
Source: Salomon Brothers Inc
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SUMMARY AND

Initiated coverage with
a buy rating

We believe the stock
offers value.

INVESTMENT CONCLUSION

We have initiated coverage of Cincinnati Bell Inc. (CSN) with a rating of
Buy. Despite its name, CSN is actually a blend between a computer
services company and a phone company. While the company still earns
roughly half of its revenues and operating income from the local telephone
company serving the Greater Cincinnati area (Cincinnati Bell Telephone —
CBT), it also consists of two significantly faster growth companies, namely
a leading third-party provider of customer-care and billing solutions to the
worldwide communications industry (Cincinnati Bell Information Systems
- CBIS), and a leading teleservices company (MATRIXX Marketing Inc.).

We expect CSN to benefit as its faster growth billing and teleservices
companies (CBIS, MATRIXX) contribute an increasing percentage of the
overall company’s earnings, and as the phone company manages its market
share losses caused by the deregulation of its market. The underlying trend
driving the strong growth at CSN’s customer care businesses is a greater
emphasis on marketing and customer service in the increasingly
deregulated communications marketplace. We expect CSN’s EPS to
increase from an estimated $1.47 in 1997 to $1.60 (+9%) in 1998 and to
$1.95 (+22%) in 1999, with the disparate growth rates caused by heavy
Year 2000 expenditures and mandated telecom costs in 1998. Before these
items, we expect growth of 17% in 1998 and 11% in 1999.

While Cincinnati Bell is no longer the undiscovered value that it was a few
years ago, we believe it remains an undervalued asset. Based on our sum
of the parts analysis, we believe the stock could be worth $36 over the
next 12-18 months.

BUSINESS OVERVIEW

CSN’s customer care
businesses represent
more than 50% of its
revenues and nearly
half of its operating
income.

Salomon Bthl\_erl -

In 1983, in anticipation of future competition in its core local telephone
business, Cincinnati Bell decided to expand its operations to both diversify
itself into higher growth, less regulated areas and to enter businesses that it
believed would benefit from the anticipated deregulation of the
telecommunications market. In conjunction with that decision, CSN split its
data processing unit into a separate business unit and began offering data
processing services to other companies. A few years later, CSN entered the
teleservices industry through a series of acquisitions. Both of these
businesses benefit from the growing trend among higher growth
communications companies to outsource these customer-care functions. The
businesses also leverage the expertise that they have developed while
providing these services to CSN's own telecommunications company,
Cincinnati Bell Telephone.

The decision has paid off as both businesses have grown rapidly over the
last several years and now account for about 53% of consolidated revenues
and 46% of total operating income. Communications Services makes up the
remainder of the revenues and operating income, with the company’s
flagship unit, Cincinnati Bell Telephone, accounting for about 37% of
consolidated revenues and operating income (see Figure 2). Other
businesses within Communications Services include: Cincinnati Bell Long
Distance (CBLD), which resells long distance services and products as well
as voice mail and paging services; Cincinnati Bell Directory Inc. (CBD),
which provides Yellow Pages and other directory products and services, as
well as information and advertising services; and Cincinnati Bell Supply
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(CBS), which markets computer and telecommunications equipment. CSN
also owns a 45% stake in a cellular partnership which provides services in
much of central and southern Ohio, including the Greater Cincinnati area,
and was the successful bidder for a 10mhz license to offer PCS service in

the Greater Cincinnati area.

Figure 2. Cincinnati Beli Inc. — Revenue/Operating Income Breakdown, 1996-1998

Revenues Opoerating incoms

1996A 1997 1998 1996A 1997E 1998E .
Communications Services 49.3% 46.5% 43.5% 56.5% 53.5% 48.0%
CBIS 276 28.4 294 279 323 354
MATRIXX 23.1 25.1 271 16.2 14.0 16.6
Corporate/Eliminations 0.0 0.0 0.0 (0.5 0.2 0.0 ,
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Memo:
Cincinnati Bell Telephone 1.1% 37.1% 34.2% 45.1% 36.9% 32.3%

A Actual. E Salomon Brothers Inc estimate.
Sources: Company Reports and Salomon Brothers Inc.
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We expect Cincinnati Bell Information Systems (CBIS) to account for 28%
of consolidated 1997 estimated revenues and 32% of total estimated
operating income. CBIS is the largest provider of billing and customer care
services to the communications industry (See Figure 3).

Figure 3. Comparison of Publicly Traded Third-Party Billing Companies (Dollars in Millions)

0 mlin! Primary Area
Company Ticker Revenues® n of Focus
CBIS (sub. of Cincinnati Bell Inc.) CSN $535.0 18.4% Wireless
USCS International UsCs $286.8 12.6% Cable
CSG Systems International, Inc. CSGS $162.7 20.4% Cable
Billing Information Concepts Corp. BILL $122.8 28.2% Wireline
LHS Group tnc. LHSG $93.3 14.5% Wireless
Saville Systems PLC SAVLY $905 27.1% Wireline

3 TM ended September 1997.
Sources: Company Reports and Salomon Brothers Inc estimates.

Huge Market In Which Competition and Complexity Drive Outsourcing
Based on an independent third-party study, CBIS estimates that the total
U.S. market for billing and customer-care services used by the
communications industry was at least $6 billion in 1996. This figure
includes the estimated cost of customer-care and billing services used by
wireline (about 75% of total), wireless (15-20% of the total), and cable
television (roughly 10% of the total) providers, including the in-house
portion.

As communications markets worldwide are deregulated and become more '

competitive, marketing and customer service are becoming much more
important. With these changes, advanced information systems designed to
be flexible, scaleable and with customer service as a focus have become
critical to success. The complexity required of these systems increases even
more significantly as the lure of convergence drives many participants in
the communications industry to expand outside their traditional markets,
creating situations in which they offer multiple services (for example,
wireless, land-line telephony, cable) in muitiple geographic locations. CBIS
has developed, or acquired, a broad range of systems to meet these
increasingly sophisticated needs and to provide its clients with a
competitive advantage.

Salomon Brothers
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CBIS generally provides these services in a service bureau environment
(roughly 60% of CBIS’s revenues) where its experience providing billing
and customer-care services results in significant cost and service
advantages for its clients. These advantages include predictable service
costs, information management expertise, and access to an advanced billing
system without diverting key capital and personnel away from the client’s
core business and technology development efforts. We believe these
advantages will continue to drive outsourcing, and therefore CBIS, for

years to come.

Particularly Leveraged to the Growth in the North American Wireless

industry
CBIS’s particular focus is on providing billing solutions to the wireless

telecommunications market in North America (including both cellular and
personal communications services (PCS)). It earned approximately $315
million (66% of revenues) from cellular clients in 1996, up 23% from $257
million (69% of revenues) in 1995. These figures include revenues from its
regular service bureau billing services as well as from various consulting
and programming projects for wireless clients.

CBIS has been a direct beneficiary of the rapid growth in wireless
subscribers as its regular monthly service bureau fees are typically tied to
the number of bills produced for its client’s subscribers each month.
Management has also indicated that consulting/programming work also
tends to increase as its clients grow. The number of wireless subscribers
(including cellular, PCS and other forms, but with the vast majority being
cellular) in the United States has grown more than 25% per year over the
last several years (see Figure 4). While many industry experts expect
wireless subscriber growth to slow from its current levels, growth is
expected to remain in the high-teens to low twenties through 1999 as the
mass rollout of PCS is expected to offset at least a portion of the
slowdown in traditional cellular service.

Figure 4. U.S. Wireless Subscriber Growth, June 1980-June 1997

1980 1991 1992 1993 1994 1995 1996 1997
Subscribers (000s) 4,369 6,380 8,893 13,067 19,283 28,154 38,195 48,706
Yr./Yr. Growth 62.3% 46.0% 394% 469% 476% 460% 357% 275%

Source: Cellular Telecommunications industry Association.

We expect CBIS to continue to benefit from the growth in wireless
subscribers as it provides billing services for approximately 30% of cellular
subscribers and includes many of the top cellular carriers among its clients,
including AT&T Wireless, 360° Communications and Ameritech. CBIS
should also be well positioned to benefit from the rollout of PCS as it has
signed contracts to provide billing services to the three largest potential
providers of PCS in the United States. In total, these clients (Sprint PCS,
AT&T Wireless, and PrimeCo Personal Communications, L.P.) cover more
than 2/3 of the potential subscribers for PCS’s largest, regional-market
licenses (that is, A and B licenses).

‘E‘xpan;lon into New Service Areas Provides Opportunity for Future
rowt

While we believe CBIS’s primary growth driver over the next few years
will continue to be providing billing services to domestic wireless service
providers, it also has service offerings for both wireline and cable
providers, as well as for the emerging convergence marketplace.
Furthermore, CBIS has been using acquisitions to expand internationally.
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CBIS’s U.S. wireline billing solution provides it with the ability to
compete for business in the largest potential segment of the billing market
(the local and long distance market), but where outsourcing is still
relatively limited. The company currently only provides outsourced billing
services to Cincinnati Bell Telephone, but it does do a significant amount
of consulting and programming work for wireline carriers such as AT&T.
It has also signed a new outsourcing agreement to support AT&T’s
proposed re-entry into the local phone market. While AT&T has done little
in the area to date and is currently re-evaluating its strategy, it is a major
player in the marketplace and offers a good endorsement for CBIS’s
services.

CBIS believes that its best opportunity for new billing contracts within the
U.S. wireline market is with the new competitive local exchange carriers
(CLECs). As the local telephone markets are deregulated and attract new
entrants, CBIS believes that most CLECs will focus their limited resources
on providing core telephone services, rather than on developing billing
systems. The RBOCs and other established local and long distance phone
companies are also potential candidates, but will be more difficult to sign
given their scale and the level of investment they have already made in
their current systems. CBIS expects the majority of the opportunities within
the RBOC segment of the market to be for systems integration work, rather
than new system installations.

We also believe CBIS has significant opportunity for growth
internationally. Currently, only about 10% of CBIS’s revenues are from
outside the U.S. with the primary sources being IT consulting engagements
within the telecommunications sector (predominately for wireline providers)
and license revenues from cable billing software, along with a small
percentage of licensed wireline business. CBIS is, however, increasing its
focus on the international arena and believes it can be a significant
contributor to future growth, particularly as it leverages its expertise in
wireless billing.

CBIS is also the third largest provider of billing systems for the cable
marketplace in the United States. Its clients include Time Warner, Comcast
and Cox Communications. It has been steadily increasing its market share
of subscribers, predominately by gaining additional subscribers from
current clients, but has also signed some new clients. CBIS estimates its
current U.S. market share at about 17% and expects that share to be about
20% by the end of the year based on already committed new business
(again mostly from existing clients). Unlike most of CBIS’s systems, its
cable systems are predominately sold on a license basis and run by the
client on its own systems, rather than in a service bureau environment.
CBIS has, however, introduced a service bureau alternative and now has a
few clients running on the new system. Over time, CBIS hopes to divert
clients to the service bureau solution to increase its percentage of recurring
revenues.

Data Processing Drives Growth Into The Next Century
We expect CBIS’s revenues to grow about 15% in 1998 to $627 million
and 15% in 1999 to $721 million.

Data processing revenues currently account for approximately 60% of
CBIS’s revenues and are expected to grow in the mid- to high-teens over
the next few years. Excluding new client signings, revenue growth is
expected to lag behind overall wireless industry subscriber growth
(expected to be in the high-teens to low-twenties) as CBIS typically passes
on some of the benefits from declining processing costs to its clients in
exchange for longer term contracts.
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